International 
Marketing Information 
Series 


— 


as 


Foreign Economic Trends 
and Their Implications 
for the United States 


ETHIOPIA 


DECEMBER 1979 
FREQUENCY : ANNUAL 
SUPERSEDES: 77-071 


PREPARED BY 
AMERICAN EMBASSY 
ADDIS ABABA 


‘ares of 


Prepared by the U.S. Foreign Service, 
U.S. Department of State, and released by the 


U.S. Department of Commerce 
Industry and Trade Administration 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. An- 
nual subscription, $50. Foreign mailing, $12.50 additional. Single copies, 50 cents, available from 
Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





KEY ECONOMIC INDICATORS (ETHIOPIA) 


All values in million US$ Exchange trate US$1.00 = 2.07 Ethiopian birr 
‘+ 1L/ % Change 
s s . EFY 
Ethiopian fiscal year ( ) 1975 1976 1977 1978 2/ (78/77) 
INCOME, PRODUCTION 


FE NR hel 
GNP at current prices 2654.4 2899.2 ~ 


GDP at constant prices (base year 1903.1 1955.4 1959.1 
EFY 196]) ; 

Per Capita GNP, current prices 98.0 104.5 -- 

Gross Fixed Investment 280.0 279.2 “= 

Electric Power Production(mil. kwh) 391.0 408.9 427.6 

Coffee Exports (1,000 MT+) 57.8 68.0 48.2 

Value of Coffee Exports (FOB) 73.8 156.8 250.9 

Value of Bldg. Permits (Addis Ababa) 22.4 6.5 9.6 

Industrial Production Index (base: year 127.4 124.4 124.4 
EFY 1970 ) 

MONEY AND PRICES (At Dec. 31) 

Money Supply (Currency & demand 426.6 391.2 475.8 584.9 
deposits 

External Public Sector Debt 370.5 Unk. 480.8 Dele 

Debt Service Ratio(as % of exports,FOB) 12.5 9.8 8.6 9.3 

Lending Rates (Commercial bank) 8.5-11% 8.5-11% 8,.5-12.5% 8.5-12.5% 

Indices for Addis Ababa: 
Retail Prices excl. rent (1963=100) 170.1 218.7 25903: 291.6 
Food Prices (1963=100) A756 1: 248.4 290.1 339.5 
Wholesale Price (import) (1976=100) 94.7 100.0 107.9 119.8 
Wholesale Price (export) (1975=100) 100.0 177.6 179.9 178.8 

BALANCE OF PAYMENTS & TRADE (at Dec.31) 

Net Gold & For. Exch. Reserves 298.9 313357 249.1 160.7 
(12/31) 3/ 

Balance of Payments<current account 7—46.4 -33.2 -89.0 -112.7 

Balance of Trade -97.6 -130.9 -163.7 -213.7 

Exports, FOB, of which: 240.5 280.5 333.3 306.2 
10:.5.8. 45.0 91.5 85.8 94.8 

Imports, CIF, of which: 338.1 411.4 497.0 519.9 
From U.S. 22.9 36.9 35.5 27.0 


Main Imports from US (1978) (in millions of dollars) 
Fertilizers - US$2.2m, Petroleum products - US$1.3m, wheat - US$1.0m, toad vehicles - 
US$3.9m, farm machinery - US$.5m, parts & accessories - US$2.5m, aircraft - US$.7m, 
pharmaceutical products - US$.8m, industrial & other machinery - yS$1.8m, tobacco - 
US$1.2m, chemicals - US$3.1m, Civil eng. & contractors - US$7.3m. 

Main Exports to US (1978) (in millions of dollars): 
coffee - US$92.3m, essential oils - US$1.2m, beeswax - US$.6m. 

SOURCES: 1) National Bank of Ethiopia Quarterly Bulletin of June 1979; 2) 

External Trade Statistics 1977; ; 


1/ Fiscal Year Data 1975 corresponds to 1974/75, 1976 to 1975/76, etc. Ethiopian Fiscal 
Year (EFY) ends on July 7. 
2/ Preliminary. 


3/ Does not take into account foreign securities held, etc. nor outstanding letters of 
credit. 


4/ Coffee exports for the coffee year Oct. 1, 1978 - Sept. 30, 1979 were 83,000 MI*, 
* Metric tons (MT) 





KEY ECONOMIC INDICATORS (ETHIOPIA) (CONTINUED) 
BALANCE OF PAYMENTS 


(In miltions of U.S. dollars )!/ 


CY Ending December 31 1975 1976 1977 1978 1/ 


1. Trade Balance - 97.6 -130.9 -163.7 -213.7 
Exports, f.o.b. 240.5 280.5 33323 306.2 
Coffee ( 73.8) (156.8) (250.9) (242.7) 
Non-cof fee (166.7) (423.7) ( 82.0) ( 63.5) 
Non-monetary gold (-- ) (-- ) ( »0.5) 
Imports c.i.f. of which: -338.1 -411.4 -497.0 
Freight & insurance (-54.7) (-66.7) (-80.0) 


Services (net) 252 
Travel = 
Other transportation 20.2 
Government n.i.e. 19.7 
Investment income 
Other services 


Net Goods and Services (1+2) 


Transfer (net) 
Private 
Public 


Balance on C/A (3+4) 


Non-monetary Long-term 


Capital (net) 
Private 


Public 


Basic Balance (5+6) 


Short-term Pvt. Capital(net) 


Net Errors & Omissions 


Overall Balance (7+8+9) 


Preliminary 

Adjusted for unrecorded imports and for imports which were paid for in 
FY1978 and could not clear customs until the second half of CY 1978. 
Includes transfer receipts from USSR and Yugoslavia which previously were 
not included in the balance of payments. 

Excludes bilateral assets. 

US $1.00 = 2.07 Eth. birr. Totals may not add due to rounding. 





ETHIOPIA 


BASIC ECONOMIC DATA 


AREA & POPULATION 

Area 

Population (mid-1978 estimate) 
Population Growth Rate 


GDP Per Capita (Fy 1976) 
Monetary Data 


Currency 
Par Value 


Official Exchange Rate 


IMF Quota 


EFY (July 8-July 7} 


National Accounts 


GDP at 1960/61 factor cost 
Agricultural Sector 

Other Commodity Sectors 
Distribution Services 

Other Services 

GDP at Current Market Prices 
Private consumption 
Government Consumption 

Gross Fixed Investment 

Net Exports 


Prices in Addis Ababa 


Retail (exclu. rent. 1963=100) 
Export goods, wholesale 

(1975 = 100) 
Import goods, wholesale 

(1976 = 100) 


455,000 square miles 


30 million 
2.5% per year 


US$103 


Birr (Br) 
Br. 1 = 0.355468 gram of fine gold 


Br. 2.07 = US$1.00 


36 million Special Drawing Rights (SDRs) 


1974/75 1975/76 1976/77 1/ 
(In millions of US dollars) 


1903.1 1947.5 1959... 
919.1 943.8 943.4 
301.6 288.7 292.9 
295.4 312.8 
387.0 402.2 

2668.8 2900.5 

oa.50 68 2230.9 
352.7 418.4 
280.1 279.2 

-103.0 -28.0 


161.6 192.2 234.2 
100.0 157.0 192.7 169.5 


92.9 100.0 103.2 115.2 


SOURCE: National Bank of Ethiopia, Quarterly Bulletin, June 1979. 


1/ Provisional 


+EFY - Ethiopian fiscal year 
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KEY ECONOMIC INDICATORS (ETHIOPIA) (CONTINUED) 


EFY (July 8-July 7) 1974/75 1975/76 1976/77 1977/78 1978/79 


(In millions of US dollars) 
Government Finance f ; 
Domestic Revenue 377.3 488.3 562.0 676.1 
Current Expenditure : 414.6 463.3 636.0 716.9 
Current Surplus/Deficit = -37.3 25.0 -74.3 -40.8 
Capital Bxpenditure 119.6 143.3 129.1 236.9 
Overall Deficit -156.9 -118.2 -203.2 -277.7 
External Borrowing (net) 50.4 41.9 34.1 108.8 
Domestic Borrowing (net) ‘ 106.5 60.7 166.1 168.9 
Cash Grants 15.6 3.0 -- 


Money and Credit 
(Changes During Period) a 


Foreign Assets (net) -125.8 -63.9 
Claims on Government (net) 156.1 33.8" 
Claims on Non-government ° ° ‘ 130.2 95.2* 
Sector 

Other Items (net) : -58.1 -46.7* 

Money and Quasi-money 103.4 5.6* 
(increase in percent) (15) (1) 


ef 


Balance of Payments 
Exports (FOB) 327.1 


Of which (coffee) $ 248.3 
Imports (CIF) -529.8 
Of which (fuel) 61.6 
Services (net) 19,7 
Transfers (net) 64.4 
Long-term Capital (net) 31.6 
Private Jan 
Public 28.1 
Short-term Capital (net) -13.5 
Errors and Omissions -8.4 
Net Monetary Movements 136.6 
(Surplus -) 
External Public Debt 
Debt outstanding (July 7) 495.5 
Gross Drawings 49.6 
Debt Service 8.5 
Debt Service Ratio (as 10.0 
percent of Exports 


DnEFoaomwwowra 
aoe 
NBDnNON DNS 


As of June 30 
External Reserves (CY) 1976 1977 1978 


National Bank (gross) 300.4 315.0 E7525 
‘commercial Bank (gross) 81.3 88.9 68.8 


17 Preliminary 

2/ Budget 

* Projected 

** As of January 1 





SUMMARY 


During 1978, the Provisional Military Government of Socialist Ethiopia 
accelerated its implementation of socialist principles. The peasants! 
cooperative program was expanded, more parastatal firms were established 
to replace private enterprise, and more funds were poured into the state 
farm system. Handicapped by continuing large-scale fighting in Eritrea 
and the Ogaden, however, these steps proved ineffective to reverse 
economic deterioration and major financial imbalances appeared. 


Real growth in 1978 was an estimated 0.5%. Performance in both the 
industrial sector and the agricultural sector was poor. The balance of 
payments deficit rose to US$87m.( the second consecutive deficit after 
six years of surpluses). Export earnings declined as world coffee prices 
dropped, while import costs increased to give a trade deficit of US$214m. 
Inflation was 14.3%. A budget deficit of US$203m was incurred for the 
Ethiopian Fiscal Year (EFY) ending July 7, 1978. At the end of 1978, 
foreign exchange reserves were US$160m (import cover for approximately 
3.5 months at the average monthly 1978 import level) . This was down 
from US$350m in mid-1976, or 12 months cover at then current import 
levels. Further clouding the economic picture are publicly unrecorded 
liabilities owed to the Soviet Union (or arms purchases) estimated at 
US$1.2 billion. 


Prospects for an improved economic performance in 1980 are uncertain. 
Much depends on the results of the National Revolutionary Development 
Campaign (NRDC) as directed by the Central Supreme Planning Council. 

The main emphasis is rightly being placed on increasing agricultural 
production and exports. The effectiveness of the producers' cooperatives, 
a collectivation scheme replacing the discredited peasants' associations, 
plus weather conditions are critical factors. The government appears to 
have decided that socialist countries are the most likely sources of the 
external assistance which is essential tc Ethiopia's development, given 
the position of the World Bank and the United States Government on the 
issue of compensation for property nationalized since 1975. Lack of pro- 
gress on compensation for nationalized foreign properties has completely 
dried up private investment since 1975. 


U.S. goods and consulting services remain in strong demand by various 
government agencies, but credit is the key to almost any sale. The 
best export opportunities appear to be in road construction equipment, 
fertilizer, chemicals, wheat, fisheries, airport equipment, parts and 
accessories, and engineering consulting agreements. 





ECONOMIC PERFORMANCE IN 1978 


Summary: Although official figures are not available, it is believed 

that national income accounts achieved negligible real growth in 1978 
as the economic situation deteriorated and major financial imbalances 
appeared. During that period, and continuing into the present, the 
Ethiopian economy has been adversely affected by rapid institutional 
changes and large scale fighting in Eritrea and the Ogaden. Expansionary 
fiscal and monetary policies in 1978 were necessitated by military 
spending and, to a lesser degree, by economic development programs. These 
led to an increase in the money supply of 22.9%. The budget deficit 

for the FY ending July 7, 1978, was US$203m. These inflationary measures, 
plus a decline in both agricultural and industrial production, contri- 
buted to a 14.3% increase in the cost of living despite price control 
efforts. 


Imports increased 4.6% and exports declined 8.1% in 1978 as the trade 
deficit rose to US$214m. For the second consecutive year,the balance 
of payments was in deficit. The overall deficit was $86.7 million. 


Institutional Changes - Ethiopian government policy since the revolution 
in 1974 has been to reduce the gap between the haves and the have-nots. 

In 1978, this policy was accelerated. Having previously nationalized 

all land and rental property, as well as most large companies, and carried 
out a land reform program emphasizing peasant associations, the govern- 
ment in 1978 turned its attention to other areas. During this period, 
many smaller firms, including wholesalers and retailers, were nationalized 
or their business licenses curtailed. Instead, parastatal companies 

in various fields were established: import/export, distribution, 
production and the service industry. The profits of the private sector 
firms still in operation were squeezed by a sharply progressive income 

tax revision which becomes confiscatory (85%) for monthly incomes of 
US$1,875 or higher. The remaining private businesses were also hit 

hard by import restrictions imposed to conserve the country's dwindling 
foreign exchange reserves. These continuing efforts at rapid implemen- 
tation of a centralized economic system caused predictable confusion, 
dislocation, and inefficiency in all sectors of the economy. 


Security difficulties - Although fighting in the Ogaden abated somewhat 
in 1978, it still continues. The main battle area, however, oved to 
Eritrea, which normally accounts for 25-30% of total manufactures. 

Troop movements and continued large-scale fighting contributed to lower 
production in both the industrial and agricultural sectors. Lack of 
incentives for farmers, shortages of fertilizer, transportation bottle- 
necks, bad weather, and an unsuccessful effort to increase production 
through peasant associations were additional factors adversely affecting 
agricultural production. Two events, however, heiped improve the 
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economic picture. These were the reopening of the rail link between 
Djibouti and Addis Ababa and the reopening of Massawa Port to shipping. 
Together with effective work by the Transportation Coordination Committee, 
these developments enabled the mid-summer heavy congestion in Assab port 
to be cleared by early fall. 


Fiscal and Monetary Policies (Figures available only for EFY ending July 7.) 
The budget deficit rose from US$118.2m in EFY 1977 to US$203.2m in EFY 1978, 
a sharp jump of 71.9%. Capital expenditures actually declined by 102, 

but current expenditures rose 37.3%, due mainly to intensified military 
action in the Ogaden in the latter half of 1977. The increase in total 
expenditures was 26.1%, while revenue increased only 15.1%. Financing 

of 81.7% (US$166.1m) of the deficit was done through the domestic banking 
system. This was equivalent to nearly 5% of estimated GDP. As domestic 
credit expanded, liquidity (money and quasi-money) rose nearly 15%. These 
inflationary pressures, plus shortages and increased income for those at 

the bottom end of the wage scale, contributed to a 18.6% rise in the 

Addis Ababa retail price index. (The increase for CY 1978 was 14.3%; note 
that throughout there are differences, sometimes significant, between 

EFY and CY figures, ) Efforts to control rising costs through state 
outlets and neighborhood price control committees were largely ineffective. 
Heavy fines were occasionally levied on "saboteurs," or goods were con- 
fiscated from "greedy capitalist merchants." When efforts to enforce 
official prices became too strenuous, artificial shortages appeared in 

the market. The government eased off these measures and shortages were 
alleviated. 


Balance of Payments - After 6 successive years of overall balance of pay- 
ments surpluses, Ethiopia suffered a deficit in 1977 of US$64.6m which rose 
to US$86.7m in 1978. Exports declined by 8.1% while imports rose 4.62. 

The resulting trade deficit was US$214m, compared to US$164m in 1977. 
Although coffee exports actually rose 37.6% in volume, falling world market 
prices caused earnings to fall 3.3% below the 1977 level. (Coffee exports 
accounted for 79% of total exports of US$306m in 1978; this heavy reliance 
upon such a volatile commodity is a source of concern to authorities 

The value of the second most important export, hides and skins, increased 
from US$23m in 1977 to US$32m in 1978, although volume actually dropped 
from 11.3m to 8.2m metric tons. Ethiopia's two other major exports, 

pulses and oilseeds, dropped in both volume and value. 


The increase in imports to US$520m in 1978 was due in large part to 
increasing petroleum costs, government efforts to reopen factories in 
Eritrea and to accelerated economic development expenditures. Particular 
emphasis was put on overcoming transportation/distribution bottlenecks, and 
over US$73m in road motor vehicles was imported. Nearly US$96m went for 
industrial capital goods. Imports of consumer goods, durable and non- 
durable, rose some US$22m (to US$166m) despite import restrictions to 
conserve. 


The surpius on net services declined in 1978, primarily due to absence 
of receipts from charters and leases by Ethiopian Airlines, while net 
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transfers increased, due mainly to drought relief and other assistance 
receipts. Total external public sector debt increased nearly 10%. The 
debt service ratio was a relatively low 9.3. percent. 


Foreign Exchange Reserves - Balance of payments deficits and pressures to 
maintain economic development efforts have eroded Ethiopia's. once strong 
foreign exchange position. Despite the continuation of foreign exchange 
controls and the receipt of considerable foreign assistance, reserves 
declined to US$249.1m at the end of 1977 and to US$160.7m at the end of 
1978. (The latter constituted import cover of about 3.5 months at 1978 
import levels) . 


Crucial in assessing the true foreign exchange and financial position of 


Ethiopia is the debt owed to the Soviet Union for massive amounts of 
military materiel). Unless repudiated by Ethiopia, this estimated 


US$1.2 billion liability could cast a long shadow over the country's 
economic future. 


OUTLOOK FOR THE FUTURE 


Summary: The Ethiopian Government shows every indication that it will con- 
tinue its programs to socialize the country. A reorganized and enhanced 
centralized Supreme Planning Council has put together a series of ambitious 
one-year development plans in which there is little or no room for the 
private sector. The difficult task confronting the economic pianners is 

the need to follow conservative financial policies to correct economic 
imbalances while at the same time maintaining spending levels to meet planned 
targets essential to achieve sustained economic development. To be suc- 
cessful in both, the government requires large amounts of foreign investment 
and/or assistance. Since the business climate discourages private 
investment, foreign assistance becomes the key to the future for Ethiopia's 
leadership. Another major requirement for economic progress is the termim- 
tion, or at least a scaling down, of the military actions which now drain 
the country's economic resources. Despite these problems, there remains a 
good demand for U.S. products. Potential U.S. exporters should be aware 
that sales are generally dependent upon credit availability and at times 
upon the issuance of U.S. export permits. 


Socialist Policies - Efforts to build an economic and social structure 
based upon socialist principles are being accelerated. Through various new 
decrees and measures the "reactionary feudo-bourgeois" private sector 

is being threatened with complete elimination. The seriousness of government 
efforts to communize the farmers is evident in the newly proclaimed 

slogan "Producers Cooperatives or Death." 


National Revolutionary Development Campaign - The establishment of the 
National Revolutionary Development Campaign (NRDC) and Central Planning 


Supreme Council was proclaimed on October 29, 1978. In January 1979 it 
inaugurated an ambitious development plan for the EFY ending July 7, 1979. 
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The Ethiopian government has claimed that the first year of the NRDC 

was a success and that the established targets were largely met but foreign 
observers are skeptical. The plan for EFY 1980 is alsoambitious and skep- 
ticism regarding achievement is widespread. Thus far, productivity and 
efficiency have declined in almost every instance where the government has 
established a monopolistic parastatal enterprise to take over a particular 
business, and agricultural production is believed to be virtually static, 
although the official figure for the first plan was an increase of 2.4%. 


Fiscal and Monetary - In EFY 1980 the government hopes to increase both 
expenditures (particularly capital expendicures) and receipts by about 10%. 
Efforts by the NRDC to speed development ‘must be balanced against the need 
to dampen inflationary tendencies. (The retail price index for Addis Ababa 
for the period Jan. - Aug. 1979 is 16.6% higher than for the same period 

in 1978.) Increased revenue is expected to come from higher rent charges 

(an average 300% increase) for foreign residents, increased customs duties, 
higher excise and indirect taxes, improved tax assessment and collection, 
greater profits from parastatal enterprises, and greater income from coffee 
exnort surcharges. Nevertheless, a larger budget deficit is expected in EFY 
1980 than in EFY 1979.To finance this, the government is counting on substan- 
tially higher external financing which will permit an overall decrease in 
domestic borrowing, but where this will come from is not clear. The banking 
system is expected to curb credit expansion, although there is a reluctance 
to increase interest rates. 


Trade and Foreign Exchange - In the external sector, agricultural exports 
are expected to increase as a result of the priority given by the NRDC to 
increasing agricultural production. The key to any substantial increase 

in export earnings, however, remains with the world market price for 
coffee. Provided world prices remain firm at about US$1.85/lb., and the 
export target of 100,000 MI*is reached, earnings from this source alone could 
increase by nearly US$100m. Non-essential imports will continue to be 
restricted, although some quantitative restrictions may be replaced by 
higher tariffs. Foreign exchange reserves were estimated to be about 
US$110m in mid-1979 (two months cover at current import levels). Reserves 
may have improved slightly as a result of delayed receipts from high coffee 
exports in May, June and July. The true reserve position remains cloudy 

in view of the previously mentioned huge debt owed to the Soviet Union for 
military materiel. 


Foreign Assistance and Business Climate - Having received an IMF Trust Fund 
Loan of about US$14m in October 1978, the government should now have re- 


ceived a Second Trust Fund Loan of about the same amount. Also available 
are credits from loans extended by the EEC, the African Development Bank/ 
Fund, UNDP, and various bilateral donors. The Ethiopians have been very 
slow to utilize assistance from the West, despite its availability, 
seeming to prefer to expand ties with the socialist countries for their 
development assistance. 


Due to lack of compensation for property nationalized in 1975, the U.S. 
suspended in mid-1979 its development assistance programs, which in 


* metric tons 
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1973-1978 had been all grant aid;the granting of US humanitarian assistance 
continues. The World Bank reportedly is also reluctant to consider further 
loans to Ethiopia until there is some progress in resolving the compensation 
issue. This situation no doubt also adversely affects loans from other 
countries whose nationals have compensation claims against the Ethiopian 
Government. Lack of progress on compensation claims makes foreign invest- 
ment in Ethiopia unlikely in the near future. In addition, although many 
companies consider Ethiopia to be one of the African countries with the 
greatest potential for development, new private investment is not likely 
because the Government's policy is so stridently hostile to private enterprise, 


IMPLICATIONS FOR THE U.S. 


Investment opportunities, including joint ventures, are not likely for 
the foreseeable future. 


The Government seems intent on promoting economic development, albeit 

along socialist lines. However, U.S. products remain popular and in demand. 
Most large purchases are tendered by government organizations and it is 

now virtually a must to have a local agent; sometime in the future it 

May become necessary to deal directly and exclusively with government 
purchasing agencies. There are sales prospects for road construction items, 
fertilizers, wheat, chemicals, fisheries, aircraft and airport equipment, 
parts and accessories, irrigation equipment, industrial machinery, tele- 
communications equipment, and engineering consulting agreements. Potential 
suppliers should be aware, however, that the availability of credit facili- 
ties is a prerequisite to virtually every sale. International lending 
organizations are often the source of these credit funds. Private 

foreign banks look extremely closely at extending additional credit to 
Ethiopia, given the foreign exchange position of the country and the 
developments discussed above. U.S. firms with subsidiaries in the EEC 

and eastern Europe should be alert to sales opportunities. U.S. and other 
business visitors to Addis Ababa are generally well received and have no 
security problems in and around the capital city. 


* U. S, GOVERNMENT PRINTING OFFICE 1979—311-056/204 








